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Honorable Jerry Luke LeBlanc, Chairman
Performance Review Subcommittee of the
  Joint Legislative Committee on the Budget
  and Members of the Subcommittee
P.O. Box 44294
Baton Rouge, LA 70804

Re:  Exceptional Performance and Efficiency Incentive Program
Proposal by the Department of Health and Hospitals,
Medical Vendor Program-Pharmacy Program

Dear Committee Members:

In accordance with Louisiana Revised Statute (R.S.) 39:87.5(D)(8), we have completed
our analysis of the material and substantive accuracy of the proposal submitted by the
Department of Health and Hospitals (DHH), Medical Vendor Program-Pharmacy Program for a
financial reward based on the Exceptional Performance and Efficiency Incentive Program.
DHH’s proposal asks for $14,000 in supplemental compensation for five individual employees
based on monetary savings realized by the activities of the Pharmacy Rebate Program during
fiscal year 2002.

Attachment 1 to this letter provides the results of our analysis and verification of the
proposal (Attachment 2).  In summary, we found the following:

•  DHH requests $14,000 in supplemental compensation for five individuals.  The
five individuals are University of New Orleans (UNO) employees.  DHH
contracts with UNO to operate its Pharmacy Rebate Program.

The proposal is materially accurate except for the following items:

•  The Pharmacy Rebate Program received $4,500 from Data Niche Associates
during fiscal year 2002, not $7,000 as stated in the proposal (page 3 of the
proposal’s attachment).  In addition, the proposal does not mention that the
program receives $7,500 annually from Innovative Health Strategies for providing
that company with claim information.  Thus, the program actually received
$12,000 in fiscal year 2002 from the sale of claim information.
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•  The proposal (pages 3-4 of the proposal’s attachment) discusses savings
associated with the invoicing of J-Codes, supplemental rebates, and the re-
invoicing of manufacturers because of underbilling issues.  The time frames for
these savings extend beyond fiscal year 2002, which is the subject fiscal year of
the proposal.

•  The fiscal year 2002 productivity figure presented in the proposal is overstated by
101% (page 6 of the proposal’s attachment).  The proposal states that overall staff
productivity increased 245% from fiscal year 2001 to fiscal year 2002.  However,
we found that the increase was 144%.

•  Of the $104 million in rebates received from drug manufacturers during fiscal
year 2002, approximately 2% ($2 million) are due to the efforts of Pharmacy
Rebate Program staff.

•  In addition, we noted that the statement “. . . there is almost a 100% recovery rate
on overpaid claims when they are identified during current quarter dispute
resolution and claims evaluation.” is confusing (page 3 of the proposal’s
attachment).

I hope this information is useful in your legislative decision-making.  A copy of this
information has been provided to DHH.

Sincerely,

Daniel G. Kyle, CPA, CFE
Legislative Auditor

DGK/dl

Attachments

[DHHPP03]
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Office of Legislative Auditor
Department of Health and Hospitals (DHH),
Medical Vendor Program-Pharmacy Program
Exceptional Performance and Efficiency Incentive Program

Louisiana Revised Statute (R.S.) 39:87.5(D)(4) requires the legislative auditor to verify
the material and substantive accuracy of the information contained in a proposal submitted
pursuant to the Exceptional Performance and Efficiency Incentive Program.  R.S. 39:87.5(D)
provides the types of performance to be achieved to qualify for a reward.  A proposal may be
based on monetary savings wherein an agency demonstrates that there has been a discernable
reduction in funds expended by the agency in the accomplishment of a particular program,
function or action.

The DHH Pharmacy Rebate Program bases its proposal (see Attachment 2) on monetary
savings realized during fiscal year 2002.  During fiscal year 2002, program staff identified
$3,075,492 in potential rebates from drug manufacturers, an increase of 144% from fiscal year
2001.  Of the $3,075,492 in potential rebates identified, $2,326,516 was collected because of the
efforts of program staff.  According to the proposal, the savings realized by the Pharmacy Rebate
Program reduced the overall cost of the Medicaid Program.

Proposed Reward Amount

DHH requests a total reward in the amount of $14,000 for supplemental compensation for
five individuals who contributed to the monetary savings realized by the Medicaid Vendor
Pharmacy Program.  State Civil Service Rule 6.16.3 states that to be eligible for any gainsharing
program, an employee must have been employed in the agency, program, or activity during the
period when efficiencies were realized and at the time that the reward is distributed.

DHH bases its proposal on monetary savings achieved in fiscal year 2002.  The five
individuals are employed by UNO, with which DHH contracts to operate the Pharmacy Rebate
Program.  Of these five employees:

•  Two (Ms. Landry and Mr. Ross) were employed by UNO and worked in the
Pharmacy Rebate Program during all of fiscal year 2002.

•  One (Ms. Fornea) began employment with UNO in August 2001.

•  Two (Ms. Meole and Mr. Fabre) began their employment with UNO during
January 2002.

•  According to the proposal (page 9 of the proposal’s attachment), the reward
amount would be disbursed as follows:
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Proposed
Award

Employee Amount

Katie Landry $5,000
Jason Ross 3,000
Amanda Fornea 3,000
Jennifer Meole 1,500
Travis Fabre 1,500

          Total $14,000

Accuracy of Information in the Proposal

The proposal was materially accurate except for the following items:

•  The statement “Since LAPRIMS implementation, the State now receives more
than $7000 annually by providing claim level detail quarterly to Data Niche
Associates.” is inaccurate (page 3 of the proposal’s attachment).  The Pharmacy
Rebate Program received only $4,500 from Data Niche Associates during fiscal
year 2002.  In addition, the proposal does not mention that the program receives
$7,500 annually from Innovative Health Strategies for providing that company
with claim information.  Thus, the program actually received $12,000 in fiscal
year 2002 from the sale of claim information.

The proposal (pages 3-4 of the proposal’s attachment) discusses savings associated
with the invoicing of J-Codes, supplemental rebates, and the re-invoicing of manufacturers
because of underbilling issues.  The time frames for these savings extend beyond fiscal year
2002, which is the subject fiscal year of the proposal.  For example, the time frame associated
with the invoicing of J-Codes is January 1998 through September 2002 and program staff did not
begin invoicing supplemental rebates until August 2002.

The productivity figure presented in the proposal is overstated by 101% (page 6 of
the proposal’s attachment).  The proposal states that overall staff productivity increased 245%
from fiscal year 2001 to fiscal year 2002.  In its proposal, DHH uses the dollar amount identified
for recoupment through claims recovery with pharmacists and dispute resolution with drug
manufacturers as its method of measuring staff productivity.  The dollar amounts identified for
recoupment increased by 144% from fiscal year 2001 to fiscal year 2002.  The amount collected
increased by over 98% from fiscal year 2001 to 2002.

•  Of the $104 million in rebates received from drug manufacturers during fiscal
year 2002 (page 3 of the proposal), approximately 2% ($2 million) are due to the
efforts of Pharmacy Rebate Program staff.  According to DHH officials,
approximately $102 million in rebates is recouped with no effort by the state
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because of agreements between the Center for Medicaid and Medicare Services
and drug manufacturers.

Other Issues

The statement “. . . there is almost a 100% recovery rate on overpaid claims when
they are identified during current quarter dispute resolution and claims evaluation.” is
confusing (page 3 of the proposal’s attachment).  The term “overpaid claims” refers to
pharmacists overbilling DHH for drugs covered by Medicaid.  One function of the Pharmacy
Rebate Program is to identify when pharmacists have overbilled and to collect the overpayment
that DHH made.

This sentence in the proposal is confusing because of the context in which the term
“current quarter” is used.  According to program personnel, current quarter does not refer to the
time frame in which overpayments have to be identified.  Instead, it is more of a technical term
that refers to the process program personnel and the drug manufacturers go through in
reconciling claims.  The time frame for identifying overpaid claims is actually one year.  The
year runs between the date that DHH paid the claim and the date that it is identified as overpaid.
When a time frame of one year is used, we found that the recovery rate of overpaid claims
exceeds 99.9%.
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